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DEPARTMENT  OF  HOUSING  AND 
URBAN  DEVELOPMENT 

Government  National  Mortgage 
Association 

24  CFR  Part  390 
[Docket  No.  R-80-824] 

Guaranty  of  Mortgage*Backed 
Securities;  Amendment  To  Establish 
Rules  Covering  Issuers’  Securities 
Marketing  and  Trading  Activities 

agency:  Government  National  Mortgage 
Association,  HUD. 
action:  Final  rule. 

summary:  This  amendment  establishes 
rules  governing  the  securities  marketing 
and  trading  practices  of  issuers  of 
securities  guaranteed  by  the 
Government  National  Mortgage 
Association,  “GNMA.”  The  amendment 
has  three  basic  elements:  (1)  A 
requirement  that  issuers  enter  into 
agreements  to  purchase  or  sell  securities 
only  when  the  transaction  is  suitable, 
taking  into  account  the  issuer’s  financial 
capacity  and  contractual  obligations;  (2) 
a  requirement  that  issuers,  with  respect 
to  certain  forward  market  transactions, 
enter  into  contracts  which  provide  for  at 
least  weekly  mark  to  market  deposits  of 
collateral  with  an  independent  ^ancial 
institution;  and  (3)  a  requirement  that 
issuers  exercise  sound  and  prudent 
business  practices  in  the  marketing  and 
trading  of  securities.  This  tinal  rule  is 
intended  to  help  avoid  abuses  in  issuers’ 
marketing  and  trading  of  securities  and 
to  provide  assurance  that  issuers’  ability 
to  administer  their  outstanding 
securities  will  not  be  jeopardized  by 
their  securities  marketing  and  trading 
activities. 

EFFECTIVE  DATE:  Section  3^.52, 
effective  September  11, 1980;  all  other 
sections,  effective  July  14, 1980. 

FOR  FURTHER  INFORMATION  CONTACT 
Warren  Lasko,  Government  National 
Mortgage  Association,  Department  of 
Housing  and  Urban  Development,  451 
Seventh  Street,  S.W.,  Washington,  D.C. 
20410,  (202)  755-8772.  This  is  not  a  toll 
free  number. 

SUPPLEMENTARY  INFORMATION:  On 

December  19, 1979,  the  Government 
National  Mortgage  Association 
published  a  Notice  of  Proposed 
Rulemaking  (44  FR  75348]  to  amend 
regulations  relating  to  the  Mortgage- 
Backed  Securities  Program  (24  CFR  Part 
390).  Comments  were  invited  until 
February  19, 1980. 

A  total  of  23  comment  letters  was 
received.  Each  comment  was  carefully 


considered.  The  following  is  a  summary 
o(  the  rule’s  background,  the  major 
comments  received,  and  the  changes 
made  to  the  proposed  rule. 

Background 

GNMA  is  amending  its  regulations 
applicable  to  the  Mortgage-Backed 
Securities  Program.  The  amendment, 
most  importantly,  requires  GNMA- 
approved  issuers  of  mortgage-backed 
securities  to  incorporate  certain  terms 
and  conditions  in  their  delayed  delivery 
contracts,  including  an  obligation  of 
both  parties  to  the  contract  to  mark  to 
market.  Marking  to  market  involves  the 
deposit  of  collateral  to  offset  adverse 
market  price  changes  in  connection  with 
delayed  delivery  contracts.  The  rule  also 
requires  issuers  to  engage  only  in 
securities  transactions  which  are 
suitable  to  the  issuers’  financial 
circumstances  and  sound,  business-like 
operation.  This  final  rule,  further, 
incorporates  into  GNMA’s  regulations 
requirements  relating  to  "prudent 
business  practices”  which  have  been  in 
existence  as  published  in  the  GNMA 
Mortgage-Backed  Securities  Guide, 
GNMA  Handbook  5500.1,  for  over  two 
years.  The  prudent  business  practice 
rules  obligate  issuers:  (1)  to  establish 
procedures  to  provide  the  basis  for 
determining  the  bnancial  integri^  of 
securities  dealers,  brokers,  and 
investors  with  which  they  do  business 
and  (2)  to  have  internal  management 
controls  to  assure  coordination  of 
delayed  delivery  contract  activities. 

GNMA  published  the  proposed  rule  as 
a  means  of  addressing  abuses  that  have 
occurred  in  the  trading  of  mortgage- 
backed  securities.  While  the  integrity  of 
the  securities  is  absolutely  soimd, 
abuses  in  the  way  in  which  the 
securities  are  sold,  financed,  and  traded 
create  potential  threats  to  their  liquidity 
and  pricing,  and  hence  to  the  financing 
of  large  numbers  of  housing 
transactions. 

Some  abuses  have  resulted  primarily 
from  high  pressure  sales  tactics, 
undercapitalization,  and  inappropriate 
speculative  activity  by  participants  in 
the  market  other  than  securities  issuers. 
However,  some  issuers  of  GNMA- 
guaranteed  securities  also  have 
undertaken  inappropriate  risks  in 
purchasing  and  selling  securities.  By 
engaging  in  these  transactions,  issuers 
have  ii^curred  substantial  losses  which 
threatened  GNMA  with  loss  on  its 
guarantees  of  the  issuers’  securities. 
GNMA  has  an  obligation  and  the 
authority  to  take  steps  to  assure  that 
issuers  of  GNMA-guaranteed  securities 
conduct  their  marketing  and  trading 
activities  in  a  manner  that  avoids 
speculative  risks  which  could  jeopardize 


the  long  term  success  of  the  Mortgage- 
Backed  Securities  Program  and  its 
ability  to  help  assure  the  availability  of 
mortgage  credit  at  reasonable  interest 
rates  for  large  numbers  of  moderate  and 
middle  income  families. 

Discussion  of  Comments 

The  following  discusses  the  major 
comments  received  on  a  section  by 
section  basis. 

§  390.50(a)  Delayed  delivery  contract. 

Three  comments  suggested  that  this 
definition  provide  that  a  delayed 
delivery  contract  be  a  contract  with  a 
settlement  date  at  least  thirty  days  after 
the  contract  date,  rather  than  five  days. 
This  suggestion  is  adopted  since  thirty 
days  is  consistent  with  general  industry 
practice.  <- 

One  comment  suggested  that 
exchanged-traded  options  be  excluded 
from  coverage  by  the  rule.  While  such 
options  have  not  yet  been  approved  by 
the  Federal  securities  regulatory 
agencies,  it  is  GNMA’s  intent  to  exclude 
them  from  coverage  by  this  rule  should 
they  be  approved.  The  proposed  rule  has 
been  expanded  to  reflect  this  exclusion. 

§  390.50(c)  Regulated  transaction. 

Seven  comments  urged  that  the  list  of 
transactions  that  are  excluded  from 
regulation  be  expanded  to  include  one 
or  more  of  the  following:  (1)  Sales  of 
construction  loan  and  project  loan 
securities  guaranteed  by  GNMA,  (2) 
optional  delivery  (standby  or  “put”) 
contracts,  and  (3)  optional  purchase 
(“call”)  contracts.  These  suggestions 
have  been  adopted.  Issuances  of 
construction  and  project  loan  securities 
guaranteed  by  GNMA  are  carried  out 
over  an  extended  period  of  time, 
generally  on  a  direct  placement  basis. 
Such  transactions  are  not  as  subject  to 
potential  abuse  as  are  sales  of  single 
family  loan  securities,  and  making  them 
subject  to  mark  to  market  requirements 
could  impair  their  marketability.  All 
optional  delivery  contracts,  where  it  is 
the  issuer  of  Gh^A-guaranteed 
securities  that  has  the  option  to  perform, 
have  been  excluded  from  coverage 
because  in  such  instances  the  issuer 
does  not  face  a  risk  of  loss  if  the  market 
price  of  securities  moves  adversely  to 
the  issuer. 

Two  commentators  suggested 
exempting  from  the  contract 
requirements  forward  delivery 
transactions  where  the  issuer  owns 
secmities  which  would  satisfy  its 
forward  delivery  obligation.  This 
suggestion  is  not  adopted  because  of  the 
difficulties  it  would  entail  for  securities 
dealers  and  investors  in  administering 
such  a  provision. 
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One  conunentator  luged  that 
purchases  (or  sales)  of  mortgage 
participation  certihcates  directiy  from 
(or  to]  the  Federal  Home  Loan  Mortgage 
Corporation  (FHLMC)  not  be  included 
among  regulated  transactions.  GNMA 
concurs  in  this  recommendation  and  the 
definition  has  been  modified 
accordingly.  This  change  has  the  effect 
of  according  issuances  of  mortgage 
participation  certificates  by  the  FHLMC 
the  same  kind  of  exception  from  mark  to 
market  requirements  as  is  accorded  to 
issuances  of  GNMA  securities  by  the 
GNMA  issuers. 

Two  commentators  proposed  that  the 
rules  be  applicable  only  to  issuers  that 
are  not  Federally  regulated  depository 
institutions.  This  would  avoid  the 
possibility  of  duplicative  and 
unnecessary  regulation  since  most  such 
Federally  regulated  institutions  already 
are  subject  to  policy  statements  or  rules 
dealing  with  forward  trading.  Others 
believe  that  all  issuers  should  be  treated 
equally  by  GNMA.  On  balance,  GNMA 
has  adopted  this  latter  view,  and  has  not 
revised  the  proposed  rule  in  this  regard. 
GNMA  believes  the  mark  to  market, 
suitability ,.and  prudent  business 
practice  rules  are  soimd  requirements 
for  all  GNMA  issuers  engaged  in 
marketing  and  trading  securities.  This  is 
the  case  even  though  certain  groups  of 
issuers  may  be  subject  to  trading  rules 
promulgated  by  other  agencies.  This 
final  rule  being  implemented  by  GNMA 
applies  in  a  reasonable  manner  to  all 
issuer  firms  and  will  not  prove 
inconsistent  or  incompatible  with  policy 
statements  or  rules  issued  by  other 
agencies. 

Three  commentators  believed  that  the 
exclusion  from  coverage  of  seciuity 
sales  where  settlement  occurs  no  later 
than  the  last  day  of  the  month  in  which 
the  120th  day  after  the  trade  date  occurs 
provided  too  short  a  period  for 
settlement  of  exempt  transactions.  One 
commentator  believed  it  provided  too 
long  a  period.  The  final  rule  increases 
the  120  day  period  to  150  days.  The 
purpose  of  this  exception  to  mark  to 
market  coverage  is  to  recognize  a 
normal  production  period  for  loan 
production  and  marketing.  While  many 
issuers  can  regularly  produce  loans  and 
issue  securities  within  a  120-day  period, 
GNMA  is  persuaded  that  many  smaller 
firms,  and  firms  in  certain  geographic 
areas,  require  a  longer  period.  Also, 
securities  based  on  loans  on  newly 
constructed  homes  tend  to  have  a 
“production  cycle”  longer  than  120  days 
because  of  the  time  it  takes  to  complete 
construction.  GNMA  believes  the 
increase  of  the  exemption  period  to  150 
days  is  justified,  too,  by  the  fact  that 


trading  abuses  have  tended  to  occur  not 
in  contracts  to  sell  securities  within  the 
normal  production  period  but  rather  in 
issuer  contracts  to  sell  securities  in  the 
period  beyond  the  normal  production 
cycle,  and  more  particularly  in  issuer 
contracts  to  buy  securities. 

One  commentator  indicated  that  the 
text  relating  to  the  exclusion  of 
contracts  which  settle  within  120  days  of 
the  trade  date  (now  150  days)  needed  to 
be  clarified.  It  is  intended  that  this 
exclusion  apply  only  where  an  issuer 
holds  a  GNMA.  Commitment  to 
Guaranty  Securities  in  at  least  an 
amount  comparable  to  the  forward 
delivery  contract.  The  text  has  been 
changed  to  help  clarify  that  such  a 
commitment  cannot  be  used  to  effect 
more  than  one  sale  and  thereby  avoid 
the  intended  effect  of  the  regulation. 

§  390.50(d} — Securities. 

Five  commentators  recommended  that 
the  definition  of  secxuities  covered  by 
the  rule  be  limited  to  just  GNMA- 
guaranteed  issues  or  to  GNMA- 
guaranteed  issues  and  Federal  Home 
Loan  Mortgage  Corporation  (FHLMC) 
mortgage  participation  certificates.  Tbe 
definition  has  been  narrowed  to  include 
only  GNMA-guaranteed  securities  and 
FHLMC  mortgage  participation 
certificates.  It  is  these  securities  that 
need  and  make  use  of  the  forward 
market  process  far  more  so  than  other 
types  of  government  securities.  Also,  it 
is  these  securities  that  are,  because  of 
their  dependence  on  the  forward  market 
process,  most  prey  to  trading  abuses. 
Thus  this  final  rule  is  addressed  just  to 
those  specific  instruments  that  already 
have  proved  to  be  subject  to,  or  are 
clearly  potentially  subject  to,  serious 
trading  abuses. 

One  commentator  questioned 
GNMA’s  authority  to  regulate  GNMA 
issuers’  trading  in  FHLMC  mortgage 
particpation  certificates.  Issuers’  trading 
in  such  certificates  has  the  potential  for 
exposing  GNMA  to  risk  of  loss  just  as 
easily  as  can  an  issuer’s  trading  in 
GNMA  securities.  GNMA  has  clear 
ai\thority  to  regulate  GNMA  issuers  in 
order  to  minimize  its  risk  of  loss  and 
protect  the  integrity  of  its  guaranty. 

§  390.51 — Suitability  of  issuer  marketing 
and  trading  transactions. 

One  comment  requested  that  this  rule 
be  clarified  to  state  that  any  judgment 
as  to  the  suitability  of  a  transaction 
should  relate  to  conditions  “at  the  time 
the  transaction  is  entered  into.”  This  is 
the  intent  of  the  rule.  It  has  not  been 
revised  because  it  is  believed  to  be 
stated  appropriately  as  originally 
drafted. 


§  390.52(a)(1) — Frequency  of  marking  to 
market. 

Two  commentators  suggested  that 
deposits  of  collateral  should  be  adjusted 
bi-weekly  or  monthly,  rather  than  at 
least  weekly.  However,  in  light  of  the 
high  volatility  of  market  prices,  and  the 
widespread  industry  use  of  daily  or 
weekly  marking,  GNMA  believes  that  at 
least  a  weekly  adjustment  to  collateral 
is  necessary  for  a  sound  mark  to  market 
procedure. 

§  390.52(a)(2) — Eligible  collateral. 

Fourteen  commentators  urged  that 
collateral  other  than  cash  be  allowed. 
Suggestions  included  direct  U.S. 

Treasury  obligations,  securities 
guaranteed  by  a  Federal  agency,  letters 
of  credit,  certificates  of  deposit,  and 
bank  lines  of  credit.  The  list  of  eligible 
collateral  has  been  expanded  to  include 
cash,  uiunatured  negotiable  debt 
obligations  issued  or  guaranteed  by  the 
United  States  government  or  an  agency 
or  instrumentality  thereof,  and 
irrevocable-unconditional  letters  of 
credit  in  a  form  acceptable  to  GNMA 
and  issued  by  a  banldng  institution 
supervised  by  the  Comptroller  of  the 
Currency,  the  Federal  Deposit  Insurance 
Corporation,  or  the  Federal  Reserve 
Board.  This  is  consistent  with  allowable 
collateral  requirements  established  by 
other  Federal  agencies,  and  with  widely 
accepted  industry  practices.  The 
acceptable  form  of  letter  of  credit  will 
be  published  in  the  Federal  Register  and 
in  Ae  GNMA  Mortgage-Backed 
Securities  Guide. 

One  commentator  suggested  that  the 
collateral  not  be  required  to  be  held  by 
an  independent  third  party  institution. 
Rather,  the  parties  to  the  delayed 
delivery  contract  should  be  allowed  to 
agree  between  themselves  that  one  of 
them  would  hold  the  collateral.  To 
provide  maximum  protection  to  both 
parties,  the  final  rule  provides  that  the 
collateral  must  be  held  by  an 
independent.  Federally  regulated,  third 
party  financial  institution. 

Four  commentators  suggested  that 
collateral  should  not  have  to  be  posted 
until  there  was  an  adverse  market 
movement  of,  for  example,  100  to  200 
basis  points,  or  in  excess  of  some  stated 
percentage  of  a  firm’s  net  worth. 

Because  such  methods  do  not  provide 
accurate  indicators  of  a  firm’s  liquidity 
or  ability  to  cover  its  losses,  and 
because  net  worth  is  difficult  to  measure 
on  a  frequent  and  current  basis,  these 
suggestions  have  not  been  adopted. 

§  390.52(a)(3) — Netting  positions. 

Three  commentators  appear  to  have 
not  fully  understood  the  intent  of  this 
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section.  It  permits  a  party  to  calculate 
its  unrealized  gains  and  losses  with 
respect  to  all  its  regulated  transactions 
with  the  same  contra-party.  Only  if  the 
netting  of  these  positions  produces  an 
unrealized  loss  is  a  party  which  has 
such  a  net  luirealized  loss  required  to 
deposit  collateral 

§  390.52(a)(4)— Pair-offs. 

Two  commentators  recommended 
that,  where  an  issuer’s  market  position 
in  an  unregulated  sale  transaction 
offsets  an  adverse  market  movement  in 
a  regulated  purchase  transaction 
between  the  same  two  parties,  the 
amount  of  collateral  required  in 
connection  with  the  purchase 
transaction  should  be  adjusted 
downward  accordingly.  GNMA  concurs 
in  this  proposal  and  it  has  been 
incorporated  in  this  section. 

§  390.52(b) — Central  clearing  facilities. 

Seven  commentators  proposed  that 
issuers  be  permitted  to  satisfy  the 
minimum  mark  to  market  contract 
requirements  by  clearing  regulated 
transactions  through  established  central 
clearing  systems  acceptable  to  GNMA. 
Several  of  the  commentators  made 
specific  reference  to  the  clearing  facility 
established  by  the  MBS  Clearing 
Corporation,  a  subsidiary  of  the 
Midwest  Stock  Exchange,  Inc.  This 
proposal  is  adopted.  Substantial 
economies  of  scale  could  be  achieved 
through  centralized  and  standardized 
clearing  and  settlement  procedures. 

GNMA  also  has  determined  that  the 
standard  delayed  delivery  clearing  and 
settlement  procedures  currently  used  by 
members  of  the  MBS  Clearing 
Corporation  substantially  conform  with, 
and  serve  the  same  objectives  as,  the 
contract  requirements  of  section  390.52. 
Therefore,  parties  to  regulated 
transactions  who  use  the  current 
standard  MBS  Clearing  Corporation 
clearing  and  settlement  procedures,  or 
those  of  another  central  clearing  facility 
which  GNMA  may  from  time  to  time 
find  approvable  pursuant  to  section 
390.52(b),  will  satisfy  these  minimum 
contract  requirements.  GNMA  will 
monitor  changes  in  each  central  clearing 
facility’s  procedures  and  will  notify 
issuers  if  and  when  such  procedures  no 
longer  substantially  conform  with  the 
requirements  of  section  390.52. 

§  390.60— Audits  and  reports. 

One  commentator  indicated  concern 
that  securities  dealers  may  be  subject  to 
audit  and  reporting  requirements  of 
GNMA.  This  section  of  the  regulations  is 
not  new,  but  rather  is  merely  re¬ 
numbered  to  accommodate  the 
numbering  system  of  the  amended  rule. 


It  is  not  the  intent  of  this  final  rule  to 
revise  in  any  way  the  audit  and  report 
requirements  of  ^e  GNMA  regulations 
from  what  they  previously  authorized. 

GNMA  recognizes  that  issuers  will 
require  a  reasonable  amount  of  time  to 
establish  appropriate  contractual 
relationships  with  brokers,  dealers,  and 
investors  in  connection  with  the  new 
mark  to  market  requirements.  To  allow 
time  for  such  arrangements  to  be  made, 
section  390.52  of  this  final  rule  does  not 
become  effective  until  90  days  after  its 
publication. 

A  Finding  of  Inapplica'bility  with 
respect  to  environmental  impact  has 
been  prepared  in  accordance  with  HUD 
Procedures  for  Protection  and 
Enhancement  of  Environmental  Quality. 
'This  regulation  has  been  evaluated  and 
has  been  found  not  to  have  major 
economic  consequences  for  the  general 
economy  or  for  individual  industries, 
geographic  regions,  or  levels  of 
government.  Copies  of  the  Findings  are 
available  for  inspection  and  copy  in  the 
Office  of  the  Rules  Docket  Clerk. 

This  rule  is  not  listed  in  the 
Department’s  semiannual  agenda  of 
significant  rules,  published  pursuant  to 
Executive  Order  12044. 

Accordingly,  24  CFR  Part  390  is 
amended  to  establish  a  new  Subpart  D 
and  to  revise  and  redesignate  present 
Subpart  D  as  Subpart  E  as  follows: 

PART  390— GUARANTY  OF 
MORTGAGE-BACKED  SECURITIES 
***** 

Subpart  D — Marketing  and  Trading 
Requirements 

Sec. 

390.50  Definitions. 

390.51  Suitability  of  issuer  marketing  and 
trading  transactions. 

390.52  Contract  (mark  to  market] 
requirements. 

390.53  Prudent  business  practices. 

390.54  Failure  to  comply. 

Subpart  E — Miscellaneous  Provisions 

390.60  Audits  and  reports. 

390.61  Applications. 
***** 

Subpart  D— Marketing  and  Trading 
Requirements 

§  390.50  Definitions 

As  used  in  this  subpart,  the  following 
terms  shall  have  the  meaning  indicated: 

(a)  “Delayed  delivery  contract”  means 
a  contract  for  the  purchase  or  sale  of 
one  or  more  securities  to  be  delivered  at 
an  agreed  future  settlement  date,  which 
is  more  than  thirty  calendar  days  after 
the  contract’s  trade  date.  The  term 
includes  both  contracts  which 
contemplate  mandatory  delivery  and 


acceptance  of  the  securities  (including 
agreements  to  sell/purchase  and 
subsequently  repurchase /resell)  and 
option  contracts  which  give  one  party 
the  right  but  not  the  obligation  to  deliver 
securities  to,  or  demand  delivery  of 
securities  from,  the  other  party.  The 
term  does  not  include  futures  contracts 
or  options  contracts  utilized  in  a 
contract  market,  or  listed  on  an 
exchange,  designated  as  such  by,  and  in 
compliance  widi  the  requirements  of,  the 
Commodities  Futures  Trading 
Commission  or  the  Securities  and 
Exchange  Commission.  A  delay  delivery 
contract  is  “open”  if  it  has  not  been 
fulfilled  by  the  delivery  of  securities  or, 
in  the  case  of  an  option,  it  has  not  been 
but  still  may  be  exercised. 

(b)  “Mark  to  market”  means  the  act  of 
determining  the  market  price  of 
securities  purchased  or  sold  pursuant  to 
an  open  delayed  delivery  contract  and 
the  ^ther  act,  by  the  party  which  has 
an  unrealized  loss  (when  the  market 
price  is  measured  against  the  contract’s 
price),  of  depositing  collateral  for  the 
benefit  of  the  contract’s  other  party. 

(c)  “Regulated  transaction”  means  the 
purchase  or  sale  of  securities  by  an 
issuer  pursuant  to  a  delayed  delivery 
contract,  except  that  the  term  Hoes  not 
include: 

(1)  A  sale  of  seexurities  where  (i)  the 
issuer  holds  a  valid  outstanding 
Commitment  to  Guaranty  Mortgage- 
Backed  Securities  (which  is  not  applied 
in  connection  with  another  transaction] 
issued  by  the  Association  in  an  amoimt 
at  least  equal  to  the  face  amount  of  the 
securities  sold,  and  (ii)  the  settlement 
date  under  the  contract  is  no  later  than 
the  last  day  of  the  calendar  month  in 
which  the  150th  day  after  the  contract’s 
trade  date  falls; 

(2)  A  sale  of  securities  guaranteed  by 
the  Association  and  based  on 
construction  loans  (construction  loan 
securities)  or  project  loans  (project  loan 
securities); 

(3)  A  sale  or  purchase  of  securities 
pursuant  to  a  contract  which  does  not 
obligate  the  issuer  to  actually  sell/ 
purchase  securities;  that  is,  a  put  or  call 
transaction  in  which  the  issuer  has  the 
option  to  perform;  or 

(4)  A  purchase  (or  sale]  of  mortgage 
participation  certificates  directly  from 
(or  to)  the  Federal  Home  Loan  Mortgage 
Corporation. 

(d)  “Securities”  means  any  secxirity 
guaranteed  by  the  Association  pursuant 
to  section  306(g)  of  the  National  Housing 
Act  and  mortgage  participation 
certificates  issued  by  the  Federal  Home 
Loan  Mortgage  Corporation. 

(e)  “Settlement  date”  means  the  date 
agreed  upon  by  the  parties  to  a 
regulated  transaction  for  the  full  and 
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final  payment  of  funds  and  delivery  of 
securities  or  the  date  on  which  the 
parties  make  full  and  final  payment  of 
funds  and  delivery  of  securities. 

(f)  ‘Trade  date"  means  the  date  on 
which  the  parties  to  a  regulated 
transaction  agree  to  the  purchase  or  sale 
of  securities,  regardless  of  the  date  on 
which  the  securities  are  to  be  delivered 
or  the  right  to  deliver  them  may  be 
exercised. 

§  390.51  Suitability  of  iMuer  marketing 
and  trading  transactions. 

Issuers  shall  enter  into  agreements  to 
purchase  or  sell  securities  only  to  the 
extent  the  transactions  are  suitable  for 
the  issuer  in  view  of  its  financial 
capacity  and  existing  contractual 
obligations,  including  contracts  with  the 
Association.  An  issuer  shall  not  enter 
into  any  agreement  to  purchase  or  sell 
securities  if  the  result  of  the  transaction 
could  materially  jeopardize  the  issuer’s 
ability  to  continue  to  satisfy  the  basic 
net  worth  requirements  set  forth  in 
§  390.3  or  its  ability  to  continue  to 
administer  its  outstanding  securities. 

§  390.52  Contract  (mark  to  market) 
raquiramenta. 

(a)  An  issuer  may  engage  in  a 
regulated  transaction  only  if  it 
undertakes  the  transaction  in 
accordance  with  an  executed  delayed 
delivery  contract  which  requires,  at  a 
minimum,  each  of  the  following  (except 
paragraph  (a)(4]  which  the  parties  at 
their  option  may  agree  to  require): 

(1)  Both  parties  shall  agree  to  mark  to 
market  at  least  once  each  week  fi'om  the 
trade  date  until  the  settlement  date. 

(2)  A  party  which  deposits  collateral 
pursuant  to  its  obligation  to  mark  to 
market  shall  make  the  deposit  with  an 
independent  Federally  regulated 
financial  institution  in  the  form  of:  (i) 
Cash,  (ii)  Unmatured,  negotiable  debt 
obligations  issued  or  guaranteed  by  the 
United  States  Government  or  an  agency 
or  instrumentality  thereof,  or  (iii) 
Irrevocable,  unconditional  letters  of 
credit  in  a  form  acceptable  to  GNMA, 
and  issued  by  a  banUng  institution 
supervised  by  the  Comptroller  of  the 
Currency,  the  Federal  Deposit  Insurance 
Corporation,  or  the  Federal  Reserve 
Board.  The  institution  at  which  the 
collateral  is  deposited  shall  be  unrelated 
to,  not  affiliated  with,  and  in  no  way 
controlled  by  a  party  to  the  regulated 
transaction. 

(3)  The  collateral  maintained  with  the 
independent  financial  institution  shall 
be  increased  or  adjusted  at  least  weekly 
to  the  extent  necessary  to  assure  a 
deposit,  by  the  party  which  has  a  net 
unrealized  loss  with  respect  to  all  its 
regulated  transactions  with  the  same 


contra-party,  with  a  value  equal  to  one 
himdred  percent  of  the  net  unrealized 
loss. 

(4)  The  amoimt  of  collateral  required 
by  paragraph  (a)(3)  of  this  section  may 
be  adjusted  downward  to  the  extent  the 
unrealized  loss  associated  with  an 
issuer’s  purchase  of  securities  in  a 
regulated  transaction  is  offset  by  an 
unrealized  gain  with  respect  to  a  sale  (to 
the  same  contra-party  and  on 
substantially  the  same  terms)  of 
securities,  which  sale  is  not  a  regulated 
transaction  because  of  the  exclusion 
provided  in  §  390.50(c)(1). 

(5)  Both  parties  shall  agree  to  the 
method  by  which  the  market  price  of 
securities  will  be  determined. 

(6)  Each  party  shall  maintain  complete 
and  accurate  records  of  each  regulated 
transaction,  including  its  mark  to  market 
calculations  and  its  deposits  and 
adjustments  of  collateral  made  with 
respect  to  each  delayed  delivery 
contract  under  which  it  is  obligated  to 
make  deposits. 

(7)  The  same  institution  may  be  the 
depository  for  collateral  deposited  by  a 
party  imder  different  delayed  delivery 
contracts.  The  collateral  deposited  by  a 
party  under  one  delayed  delivery 
contract  may  be  commingled  with 
collateral  deposited  by  that  party  under 
other  delayed  delivery  contracts  with 
the  same  contra-party. 

(b)  An  issuer  may  satisfy  paragraph 
(a)  of  this  section  by  carrying  out  a 
regulated  transaction  through  clearing 
and  settlement  procedures  established 
by  a  central  clearing  facility,  which 
procedures  substantially  conform  with 
the  requirements  of  this  section,  as 
determined  by  the  Association. 

§  390.53  Prudent  business  practices. 

Issuers  shall  exercise  sound  and 
prudent  business  practices  in  the 
marketing  and  trading  of  securities,  as 
follows: 

(a)  Procedures  must  be  established  to 
provide  the  basis  for  determining  the 
financial  integrity  of  the  securities 
dealers,  brokers,  and  investors  with 
which  they  conduct  business.  The 
procedures  must  include  standards  for, 
and  steps  to  be  taken  in,  determining  the 
financial  capacity  and  business 
reputation  of  the  dealer,  broker,  or 
investor. 

(b)  Internal  management  controls 
must  be  established  to  assure 
coordination  of  delayed  delivery 
contract  activities,  controls  on  the 
issuer’s  market  positions,  and  integrity 
of  staff. 

§  390.54  Failure  to  comply. 

Failure  by  an  issuer  to  comply  with 
the  requirements  of  this  subpart  is 


sufficient  basis  for  the  Association,  at 
its  option,  to  withhold  fi'om  the  issuer 
fiuiher  commitments  to  guaranty 
mortgage-backed  securities. 

Subpart  E— Miscellaneous  Provisions 

§  390.60  Audits  and  reports. 

The  Association  may  at  any 
reasonable  time  audit  the  books  and 
examine  the  records  of  any  issuer, 
mortgage  servicer,  trustee,  or  agent  or 
other  person  bearing  on  compliance 
with  the  requirements  of  the  Mortgage- 
Backed  Securities  Program,  and  the 
Association  may  require  reasonable  and 
necessary  reports  from  such  persons. 

§  390.61  Applications. 

Applications  for  guaranty  should  be 
submitted  to  the  Association’s  home 
office  located  at  451  Seventh  Street, 
S.W.,  Washington,  D.C.  20410. 

Authority:  Sections  306(g]  and  309(a)  of  the 
National  Housing  Act,  12  U.S.C.  1721(g)  and 
1723a(a). 

Issued  at  Washington,  D.C.,  June  11. 1980. 
Ronald  P.  Laurent. 

President,  Government  National  Mortgage 
Association. 

[FR  Doc.  80-18056  Filed  S-12-60;  8:45  am] 
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207 . 

. 38042 

429 . 

. 40110 

431 . 

. 40110 

510 . 

..37424,  38048 

514 . 

. 40110 

522 . 

. 37425 

558 .  37424,  38048-38049 

573 . 

. 38049 

Proposed  Rules: 

Ch.  1 . 

. 40356 

103 . 

. 40153 

310 . 

. 37455 

22  CFR 

41 . 

. 39499 

208 . 

. 37688 

Proposed  Rules: 

6 . 

. 37456 

6f . 

. 37456 

171 . 

. 37456 

23  CFR 

Proposed  Rules 

625 . 

. 40062 

646 . 

. 40062 

655 . 

. 40062 

24  CFR 

220 . 

. 38356 

390 . 

. 40556 

888 . 

. 40111 

1710 . 

1715 . 

1720 . 

. ......40474 

. 40474 

40474 

1730 . 

. 40474 

Proposed  Rules: 
115 . 

. 37697 

203 . 

. 38410 

570 . 

. 40155 

888 . 

. 40155 

25  CFR 

221 . 

. 37688 

26  CFR 

1 . 

. 38050,  40113 

7 . 

. 38050 

31 . 

. 39499 

Proposed  Rules: 

1 . 

.39512,  39869 

48 . H . 

. 38411 

27  CFR 

4 . . 

. 40538 

5 . 

. 40538 

7 . 

. 40538 

Proposed  Rules: 

19 . 

. 38258 

70 . 

. 38258 

240 . 

. 38258 

245 . .■ 

. 38258 

250 . 

. 38258 

270 . 

.38258,  38271 

275 . 

..38258,  38271 

28  CFR 

0 . 

. 39841 

20 . 

. 40114 

42 . 

. 37620 

43 . . . 39841 


Proposed  Rules: 


22 . 

. 40156 

23 . 

. 40156 

62 . 

. 40159 

29  CFR 

42 . 

. 39486 

102 . 

. 37425 

Proposed  Rules: 

Subtitle  A . 

. 37648 

Ch.  1! . 

. 37648 

Ch.  IV . 

. 37648 

Ch.  V . 

. 37648 

Ch.  XVII . 

. 37648 

Ch.  XXV . 

. 37648 

1613 . 

. 38083 

1910 . ; . 

. 40166 

2550 . 

. 38084 

2610 . 

. 38415 

30  CFR 

250 . 

..  37816-37817 

715 . 

. 39446 

816 . 

..37818,  39446 

817 . 

. 39446 

Proposed  Rules: 

Ch.  1 . 

. 37648 

Ch.  VII . 37223,  37697,  38088 

55 . 

. 38087 

56 . 

nanfl? 

57 . 

. 38087 

70 . 

. 39310 

71 . 

. 39310 

90 . 

. 39310 

715 . 

. 40166 

716 . 39448,  40166 

785 .  39448 

816  . 40166 

817  . 40166 

826 .  40166 

31  CFR 

15 .  39841 

103  . 37818 

535  .  37679,  37688 

32  CFR 

536  .  39253 

562 .  39502 

888a . 39502 

907 .  39502 

32A  CFR 
Proposed  Rules: 

Ch.  VI . 37972 

33  CFR 

117 . 39845,  39846 

147 . 37186 

165 . 37187 

Proposed  Rules: 

117 . 39871 

183 .  38417 

235 .  39412 

34  CFR 

5b . 37426 

30 . 37426 

73 .  37426 

100 . 37426 

104  .  37426 

106 . 37426 

36  CFR 

251 . 38324 

920 . .T. . 38056 

37  CFR 

Proposed  Rules: 

Ch.  1 . 37972 

38  CFR 

17 .  38356,  39846 

36 . 38056 

39  CFR 

10 . 40114 

111 . 37426-37427,  40114 

Proposed  Rules: 

111 . 38419 

40  CFR 

52 . 39503 

62 .  37431 

80  . 37197 

81  . 39255 

86 .  40030 

162 . 39848 

180 .  39257,  39503 

418 . 37198 

423 . 37432 

426 . 37198 

432 . 37198 

Proposed  Rules: 

51  . 37466 

52  . 37224,  37699,  38419, 

39310,40167, 40169 

60 . 39766 

80 . 37225  : 

i 


Federal  Register  /  Vol.  45,  No.  116  /  Friday,  June  13, 1980  /  Reader  Aids 


111 


86 . 38422 

112 . 40174 

162 . 38087,  39311 

173..^ . 40175 

180 . 37700,  40175 

41  CFR 

Ch.  1 . 39504 

Ch.  14 . 39504 

Ch.  101 . 37199,  37432 

1-15 . 39848 

3-4 . 37693 

101-11 . 37433 

101-17 . 37199 

101-18 . 37199 

101-19 . 37199 

101-45 . 37693,  38369 

105-61 . 39258 

Proposed  Rules:. 

Ch.  25 . 39871 

42  CFR 

59 . 37433 

Proposed  Rules: 

Ch.  1 . 40356 

Ch.  II . 40356 

Ch.  Ill . 40356 

Ch.  IV . 40050,  40356 

405 . 37858 

441 . 37858 

447 . 37466,  39872 

43  CFR 

2710 . 39416 

2730 . „.39416 

2750 . 39416 

2760 . 39416 

Public  Land  Orders: 

5726  . 37438 

5727  . 37439,  40115 

5728  . 37837 

5729  . 38369 

44  CFR 

64  . 37207 

65  . 37442,  37694,  39258 

67 . 37208-37209 

70 . ,...38370-38379 

205 . 37440 

Proposed  Rules: 


. o  t  c,c.  r ,  ^  r  ou  1 1 

39312-39315 

45  CFR  . 

74 . 37666,  38380 

100c . 37442 

1063 . 39849 

1067 . 39849 

1211 . 39270 

Proposed  Rules: 

Subtitle  A . 40356 

Subtitle  B . 40356 

Ch.  VI . 39871 

63 . 37700 

100b . 39708 

116 . 39712 

116a . .*39712 

1050 . 37867 

1336 . 39316 

46  CFR 

66 . 38384 

283 . 37442 

527 . 37694 


536 . 38057 

Proposed  Rules: 

Ch.  II . 37972 

Ch.  IV . 37703 

47  CFR 

0 . 39850 

19  . 39850 

64 .  40115 

73  . 37210,  37838,  38057 

74  . 37839 

97 . 40116,  40117 

Proposed  Rules: 

2 . 37237 

22 . 37237 

68 . 37704 

73  . 37238-37246,  37468, 

37868-37869, 40176-40186 

74  . 40187 

87 . 40188 

90 . 37237 

97 . 40192 

49  CFR 

229  . 39851 

450 . 37212 

451.. .> . 37212 

452  . 37212 

453  . 37212 

571 . 38380 

800 . 37842 

1033 . 37219,  37220,  37843- 

37845, 38057-38059, 38382, 
39275, 39852 

1041 . 37218 

1047 . 39853 

Proposed  Rules: 

Ch.  X . 39316,  39317 

71 . 38423 

391 . 39872 

575 . 37870 

1047 . 39874 

1056 . 39519 

1100 . ...'. . 39317 

1320  . 39519 

1321  . 39519 

1322  . 39519 

1323  . 39519 

1324  . 39519 

50  CFR 

20  . 37847 

222  . 39875 

223  . 39875 

224  . 39875 

225  . 39875 

226  . 39875 

227  . 39875 

230  . 37451 

255 . 37852 

260 . 39275 

285 .  40118 

611 . 37695,  39876 

Proposed  Rules: 

Ch.  II . 37972 

Ch.  VI . 37972 

91.. ... . 39317 

661 . 37870 
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AGENCY  PUBLICATION  ON  ASSIGNED  DAYS  OF  THE  WEEK 


The  following  agencies  have  agreed  to  publish  all 
documents  on  two  assigned  days  of  the  week 
(Monday/Thursday  or  Tuesday/Friday). 

This  is  a  voluntary  program.  (See  OFR  NOTICE 

FR  32914,  August  6,  1976.) 

Monday 

Tuaaday 

Wadnosday 

Thursday 

Friday 

DOT/SECRETARY 

USDA/ASCS 

DOT/SECRETARY 

USDA/ASCS 

DOT/COAST  GUARD 

USDA/ APHIS 

DOT/COAST  GUARD 

USDA/APHIS 

DOT/FAA 

USDA/FNS 

DOT/FAA 

USDA/FNS 

DOT/FHWA 

USDA/FSQS 

DOT/FHWA 

USDA/FSQS 

DOT/FRA 

USDA/REA 

DOT/FRA 

USDA/REA 

DOT/NHTSA 

MSPB/OPM 

DOT/NHTSA 

MSPB/OPM 

DOT/RSPA 

LABOR 

DOT/RSPA 

LABOR 

DOT/SLSDC 

HEW/FDA 

DOT/SLSDC 

HEW/FDA 

DOT/UMTA 

DOT/UMTA 

CSA 

CSA 

Documents  normally  scheduled  for  publication  on 
a  day  that  will  be  a  Federal  holiday  will  be 
published  the  next  work  day  following  the 
holiday. 


Comments  on  this  program  are  still  invited. 
Comments  should  be  submitted  to  the 
Day-of-the-Week  Program  Coordinator.  Office  of 


the  Federal  Register,  National  Archives  and 
Records  Service,  General  Services  Administration, 
Washington,  D.C.  20408 


REMINDERS 


The  "reminders”  below  identify  documents  that  appeared  in  issues  of 
the  Federal  Register  15  days  or  more  ago.  Inclusion  or  exclusion  from 
this  list  has  no  legal  significance. 

Rules  Going  Into  Effect  Today 

ENVIRONMENTAL  PROTECTION  AGENCY 
31719  5-14-80  /  Control  of  air  pollution  from  new  motor  vehicles 

and  new  motor  vehicle  engines;  certification  and  test 
procedures;  parameter  adjustment  regulations 
HOUSING  AND  URBAN  DEVELOPMENT  DEPARTMENT 
Federal  Housing  Commission — 

Office  of  the  Assistant  Secretary  for  Housing — 

31716  5-14-80  /  Change  in  notification  to  HUD  of  terminations 

by  mortgagees  and  lenders 

31896  5-14-80  /  Low  cost  and  moderate  income  mortgage 

insurance;  existing  multifamily  housing  determinations 

Rules  Going  Into  Effect  Sunday,  June  15, 1980 

AGRICULTURE  DEPARTMENT 

Animal  and  Plant  Health  Inspection  Service — 

31572  5-13-80  /  Nusery  stock,  plants,  roots,  bulbs,  seeds,  and 

other  plant  products;  prohibitions  and  restrictions 

List  of  Public  Laws 

Note:  No  public  bills  which  have  become  law  were  received  by  the 
Office  of  the  Federal  Register  for  inclusion  in  today’s  List  of  Public 
Laws. 

Last  Listing  |une  11, 1980 


THE  FEDERAL  REGISTER:  WHAT  IT  IS 
AND  HOW  TO  USE  IT 


FOR:  Any  person  vvho  uses  the  Federal  Register  and 

Code  of  Federal  Regulations. 

WHO:  The  Office  of  the  Federal  Register. 

WHAT:  Free  public  briefings  (approximately  hours) 
to  present; 

1.  The  regulatory  process,  with  a  focus  on  the 
Federal  Register  system  and  the  public’s  role 
in  the  development  of  regulations. 

2.  The  relationship  between  Federal  Register 
and  the  Code  of  Federal  Regulations. 

3.  The  important  elements  of  typical  Federal 
Register  documents. 

4.  An  introduction  to  the  finding  aids  of  the 
FR/CFR  system. 

WHY:  To  provide  the  public  with  access  to 

information  necessary  to  research  Federal 
agency  regulations  which  directly  affect 
them,  as  part  of  the  General  Services 
Administration’s  efforts  to  encourage  public 
participation  in  Government  actions.  'There 
will  be  no  discussion  of  specific  agency 
regulations. 

WASHINGTON,  D.C. 

WHEN:  July  11  and  25;  at  9  a.m. 

(identical  sessions). 

WHERE:  Office  of  the  Federal  Register,  Room  9409, 

1100  L  Street  NW.,  Washington,  D.C. 
RESERVATIONS:  Call  Mike  Smith,  Workshop 
Coordinator,  202-523-5235. 

Gwendolyn  Henderson,  Assistant 
Coordinator,  202-523-5234. 

ST.  LOUIS,  MO. 

WHEN:  June  24  at  9  a.m.;  June  25  at  9  a.m.  and  1;30  p.m. 
(identical  sessions) 

WHERE:  Room  3720,  Federal  Office  Bldg.  1520  Market 
Street,  St.  Louis,  Mo. 

RESERVATIONS:  Call  Evelyn  Wiebusch,  Federal 

Information  Center,  314-425-4106. 
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Just  Released 


CODE  OP  FEDERAL  REGULATIONS 
(Revised  as  of  April  1, 1980) 


Quantity  Volume  Price 


Title  24— Housing  and  Urban  Development  $6.00 

(Part  1700  to  End) 


Amount 
$ _ 


\A  Cumulative  checklist  of  CFR  issuances  for  1980  appears  in  the  back  of  the 
first  issue  of  the  Federal  Register  each  month  in  the  Reader  Aids  section.  In 
addition,  a  checklist  of  current  CFR  volumes,  comprising  a  complete  CFR 
set,  appears  each  month  in  the  LSA  (List  of  CFR  Sections  AffectedJ.l 


PLEASE  DO  NOT  DETACH 


MAIL  ORDER  FORM  To: 

Superintendent  of  Documents,  Government  Printing  Office,  Washington,  D.C.  20402 

Enclosed  find  $ . . .  (check  or  money  order)  or  charge  to  my  Deposit  Account  No . . 

Please  send  me . copies  of: 


PLEASE  FILL  IN  MAILING  LABEL 
BELOW 


Name _ 

Street  addreu  . 

City  atid  State 


..  ZIP  Code . 


FOR  USE  OF  SUPT.  DOCS. 

- Enclosed _ 

To  be  mailed 

_ later _ 

- Subscription _ 

Refund _ 

Postage _ 

Foreign  handling _ 


•  FOR  PROMPT  SHIPMENT,  PLEASE  PRINT  OR  TYPE  ADDRESS  ON  LABEL  BELOW.  INCLUDING  YOUR  ZIP  CODE 


SUPERINTENDENT  OF  DOCUMENTS 
U.S.  GOVERNMENT  PRINTING  OFFICE 
WASHINGTON,  D.C.  20402 

OFFICIAL  BUSINESS 


POSTAGE  AND  FEES  PAID 
U.S.  GOVERNMENT  PRINTING  OFFICE 

375 

SPECIAL  FOURTH-CLASS  RATE 
BOOK 


Name _ 

Street  address 


City  and  State 


_ ZIP  Code 


